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FOREWORD

In December 1988 the Defense Logistics Agency (DLA) began implementing

the Regional Freight Consolidation Center Program (RFCCP) to support
Defense Management Review Decision 915. Follow-up studies on individual
sites performed by DLA’s Operations Research And Econamic Analysis

Office (DORO) have reported lower savings levels than predicted by the
feasibility studies exploring the RFCCP concept. This study estimates the
transportation savings possible using knowledge acquired since the beginning
of implementation of the RFCCP.

The results of this analysis are based in part on studies previously
publlshedbyDOROaswellasonareportwbhshedbytheDefenseAudlt

latter report was obta.med from the offlce of the DLA Directorate of
Supply Operations, Transportation Division.

We would like to thank the DLA Directorate of Supply Operations,
Transportation Division ... their assistance in obtaining data necessary
for performing this study as well as for their camments and suggestions
which proved very helpful in conducting this

of Policy and Plans
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EXECUTIVE SUMMARY

The Defense Logistics Agency’s (DLA) Operations Research And Econamic
Analysis Management Support Office was asked by the DLA Directorate of Supply
Operations, Transportation Division, to provide an analysis of the
savings/loss associated with the operation of the Regional Freight
Consolidation Center Program (RFCCP). The earlier feasibility studies
explored the savings potential of the RFCCP under ideal conditions, e.q.,
perfect consolidation, all vendors participating etc. This project was to be
an analysis based on experience gained from limited implementation of the
RFCCP. Experience was based on the operations of the wvendor program at the
five commercial sites and on the operations of the only pool program
implemented to date (Los Angeles cammercial site). The objectives of this
study were: to calculate the transportation cost of direct shipment, to
calculate the transportation cost of those same shipments through the RFCCP
and to campare the results of those calculations on a site and on an overall
basis. The scope of the study included both vendor and pool operations at the
five cammercial sites and six DIA depot sites using data fram July 1989
through June 1990; the scope of this work did not include the Primary
Distribution System.

The conclusions of the study are as follows. The systemwide
transportation savings estimate for the RFCCP has been revised fram the best
case scenario projected in the feasibility studies of $31,028,538 to
$5,181,275 per year. The lower revised savings fiqure is camposed of the
following individual program savings. The annual savings for the vendor
program is changed fram the forecast value of $14,092,750 to $4,097,429. All
sites were found to be saving transportation dollars. The savings is reduced
fran the anticipated level for the following reasons: Class 50 rates are
more representative when estimating direct transportation costs than the Class
77.5 rates employed in the feasibility study and freight volume is below the
forecast level (49% vs 100%). The latter is attributed to the fact wvendors
are free to choose whether or not to participate in the RFCCP. The
yearly savings for the pool program is revised fram the forecast value of
$16,935,788 to $1,083,846. Pool operations were shown to offer a modest
savings over direct shipment for 8 of the 11 sites; 3 sites were found to show
a loss: Jacksonville, FL, Tracy, CA and New York, NY. If the assumption is
made that the pool program is not implemented at those sites showing a loss
then the estimated yearly savings increases to $1,469,322. The savings level
is below expectations primarily because of the Guaranteed Traffic Program’s
success in obtaining low direct rates.

The study also quantified an indirect savings in cost resulting fram the
reduced number of Govermment Bills of Lading (GBLs) prepared under the RFCCP.
This savings, not anticipated in the feasibility studies, would be realized




through a reduction in personnel and to a lesser extent through a reduction in
postage and supplies costs. Based on the estimated cost of preparing a GHL,
as detemunedmanearlmrreportbytheDefenseAudltSewme, the anmual
savings to DLA in costs is estimated to be $972,882. If costs incurred by all
other DoD activities mvolvedlnprocasmg GHLs are included in the savings
calculation, the savings to DoD is estimated to be $2,297,911 (prmclpally
labor), which includes the $972,882 savings to DIA. 'nu.s savings is
associated solely with the pool program of the RFCCP; the magnitude of this
savings assumes full implementation of the pool program.

Finally, the study concludes the likelihood of achieving the cited savings
is open to question: the savings to DIA generated by the vendor program has
not been verified since the contract unit price changes due to the vendor
program have not been identified. However, a new effort is being planned to
attempt to identify this savings. The amount of savings generated by the
pool program depends entirely upon the campetitiveness of site operators’
transportation rates with those of the Guaranteed Traffic Program. The
savings due to originating fewer GBLs is an administrative savings realized
primarily (assuming full implementation of the pool program) through attrition
of the staff preparing and processing GBLS; a lesser portion of the savings is
due to reduced costs for postage and supplies.




I. INTRODUCTION. The Defense Logistics Agency’s (DLA) Operations

Research And Econamic Analysis Management Support Office was asked by the DLA
Directorate of Supply Operations, Transportation Division, to provide an
analysis of the savings/loss associated with the operation of the Regional
Freight Consolidation Center Program (RFCCP) for both pool and vendor
programs.

A. Background.

The RFCCP, formerly known as the Enhanced DLA Distribution System, i.e.
EDDS, is an initiative of DLA to reduce transportation costs while
simultaneously maintaining the required level of service to the
custamer. The RFCCP is a two-way concept affecting both inbound vendor
freight to the depots (vendor consolidation) and outbound freight to the
custarer (pooling).

Under vendor consolidation, vendors send their small parcel and less—
than—truckload (LTL) shipments to the nearest Regional Freight
Consolidation Center (RFCC) for consolidation into large truckload (TL)
lots that are subsequently forwarded to the depot. The savings in
transportation dollars are obtained by the difference between the cost
of shipping many small parcel/LTL shipments long distances and the cost
of consolidating those same shipments into a few large TL shipments at a
nearby consolidation center for transshipment to the depot. The vendor
program has been implemented at five cammercial sites and two of the six
DIA depots. Several recent studies have confirmed that the vendor
program is saving trTnsportatJ.on dollars though not at the level
originally forecast.

Under the pool program the six primary DLA depots cambine all their small LTL
freight for custamers located in an RFCC region into truckload lots. At the
RFCC the truckloads fram the different depots are pooled and large LTL
shipments are consolidated for final delivery to the custamer. The savings in
transportation dollars are achieved by the difference between the cost of the
depots’ sending many small, long-haul LTL shipments and the cost of the
depots’ sending truckload lots to the RFCC for pooling and final delivery.
Currently, the pool program is in operation at one cammercial site. A recent
study shows that the pooling program at this one site is generating a t
savings; however the savings are less than originally believed possible.

1. Distri
Analysis, February 1987, DLA—ID PrOJect No. 7002.

2. Defense Logistics Agency, E CE istriby
"Pooling,"” June 1988, DLA-IO PrOJect No. 7020.




The Regional Freight Consolidation Center Program Office (RFCCPO), charged
with overseemg the implementation and management of the RFCCP, requires
gquidance in continuing the implementation of both wvendor and pool operations
at the remaining sites. Also, since savings for the RFCCP have been less than
anticipated and because of the importance of the RFCCP to Defense Management
Review Decision (DMRD) 915, the savings projection for the RFCCP must be
re—evaluated based on actual operational experience to determine an estimate
of the program’s savings potential. The savings estimates provided by the
previously cited feasibility studies were a best case scenario, based on ideal
conditions (e.g., perfect consolidation, 100 percent vendor participation,
etc.).

B. Problem Statement. Evaluate the expected transportation savings of

the RFCCP using experience gained during the first 3 years of limited RFCC
operations.

C. Objectjves.
The objectives of the study are as follows:
(1) Calculate the transportation cost of direct shipment.

(2) Calculate the transportation cost of those same shipments through
the RFCCP.

(3) Compare the results of (1) and (2) on a site and on an overall
basis.

D. Scope.

1. The study will use 1 year’s data (last quarter fiscal year 1989
and first 3-quarters fiscal year 1990).

2. Shipment data will be limited to RFCC-eligible shipments.

3. Modes are restricted to closed van, small parcel and
trailer-on-flatcar (TOFC).

4. Destinations are limited to custamers located in the continental
U.S. (CONUS).

5. Freight origins are limited to the six primary DLA depots.

6. The study will include all five cammercial RFCC sites and all six
DLA depot RFCC sites, both potential and operational.




E. . i Limitations.

1. All original 11 RFCC sites will be on-line, performing both vendor
and pool operations.

2. Freight, which is being consolidated at the depot for the RFCC, is
assumed to be held for 2 days before shipping.

3. RFCC sites are assumed to pool and hold for 2 days before shipping
to the custamer.

4. RFCC sites are assumed to hold vendor freight for 7 days before
shipping to the depot.

5. Pool program cost associated with contractor operations at
cammercial RFCCs will be modeled based on the Guaranteed Traffic Program (GIP)
rates of the geographical DLA depot for shipments to that RFCC area plus 1.55
$/Cwt to account for the cost of consolidation (e.g., the Defense Depot
Memphis’ GTP rates plus 1.55 $/Cwt will be used to model the consolidation and
transportation costs of the outbound shipments at the Dallas RFCC).

6. The current policy at the Los Angeles RFCC is to apply a $24 fixed
charge for pooled shipments under 70 pounds. The policy will be assumed to be
impler=nted at all the cammercially operated RFCCs.

7. The federal supply code for manufacturers and distributors (FSCM)
in the vendor data file correctly identifies the origin of the shipment.

8. The tonnage of vendor freight moving through each RFCC is taken to
be approximately 49 percent of the potential tonnage for that region.

9. Class 50 rates with a 10 percent discount approximates the level
of transportation rates paid by vendors for freight to DLA custamers.

10. Analysis is limited to traffic inbound to and outbound fram the
six prime DLA depots.

II. METHODOLOGY

The approach for estimating savings for both the vendor and pool operations of
the RFCCP is based on the knowledge and experience acquired during the 3 years
since the RFCCP was first implemented at Los Angeles. Experience is based on
the operations of the vendor program at the five cammercial sites and on the
operations of the only pool program implemented to date (Los Angeles
cammercial site). The approach emphasizes employing actual recorded costs or
costs calculated using current rates: GIP, United Parcel Service (UPS) and
Camercial Class 50 with a 10% discount. RFCC operations, such as hold times,
are modeled fram observed operations of existing RFCCs as shown fram recent
data analysis.




Data was selected fram the depot Materiel Release Order (MRO) files and
screened for eligibility for the RFCCP. MROs are eligible for the RFCCP if
they fall into the following categories:

1. Requisitions to custamers in the continental United States
(CONUS) .

2. Non-Hazardous cammodities.

3. MROs shipped via modes closed van, trailer-on—flatcar (TOFC) or
small parcel.

4. Small parcel shipments greater than or equal to 35 pounds.

5. Issue Priority Group (IPG) "3" and all IPG "1" and "2" with Hold
Code "D."

6. All MROs with a ship weight less than 10,000 pounds.

7. The aggregate weight of MROs to one Destination Cross Reference
(DCR) code for 1 day does not exceed 10,000 or more pounds.

B. Construction of Database For Vendor Consolidation Analysis. The

database was developed fram data contained in the All Active Contract File
(ALLACF) for 1 fiscal year. All contract line items were pulled that were
less than 10,000 pounds, the DoD breakpoint for LTL shipments moving by
closed van or TOFC. Each line was assumed to be a shipment. Shipping weight
and mileage fields were appended. Shipping weight was obtained by
multiplying the unit weight field by the quantity shipped. In the event that
the unit weight field was blank a camputer match was made on the NSN file and
the weight of the NSN was inserted into the unit weight field. This shipping
weight was increased by 10 percent to account for the increase in weight due
to packaging. Mileage was obtained by matching the shipment’s
origin-destination zip codes with the 6-digit zip code field of a reference
mileage tape.




The savings associated with the implemented pool program,at the Los Angeles
camercial site has been documented in a previous study.” Savings estimates
fram that report, extrapolated to 1 year, were added to the estimated savings
figures obtained fram the analysis of pool operations at the remaining ten
RFCCs.

1. Camputation of direct cost for pool program. Camputation of the
direct cost was a straightforward matter for all depots. All depots have
their transportation charges for direct shipments to the custamer recorded in
the cost field of the data base.

2. Camutation of transportation cost of pool program. The
transportation cost of the pool program is camposed of a "first leg" cost,
i.e., fram depot to the RFCC, and a "second leg" cost, i.e., fram RFCC to thLe
custamer.

The first leg cost was obtained in the following way. Shipments formed at the
depots for transshipment to an RFCC were built by aggregating weight until
truckload size was achieved or for 2 days hold time, whichever came first.

The transportation cost for these shipments was calculated by applying the
rates of the GTP primary carrier to the aggregate weight. A camputer program
was built to model the building of shipments at the RFCC for calculation of
the second leg transportation cost. The camputer program modeled the pooling
of shipments fram the depots, holding the pooled weight 2 days. At the end of
2 days the weight was aggregated by DCR to build the outbound shipments for
delivery to the ultimate consignee.

Pool costs for the second leg were modeled based on the geographical depot
(e.g., Defense Depot Memphis’ GIP rates plus 1.55 $/Cwt were used to model the
cost of consolidation and transportation for the outbound shipments at the
Dallas, TX RFCC).

3.

DLA—-9 1—-POO?.‘58 .




The savings associated with the vendor consolidation mpl%nted at the
camrercial sites has been documented in previous reports. The savings
estimates fram those reports, extrapolated to 1 year, were added to the
savings figures obtained fram the analysis of vendor consolidation operations
at the six DLA depots.

1. Camputation of vendor delivery direct to the depot. The
transportation costs were estimated as follows. Shipments whose weight were

less than 70 pounds were assumed to go small parcel. Small parcel shipments
were rated using the applicable UPS rates. All other LTL shipments were rated
using Class 50 cammercial rates with a 10% discount.

2. Camputation of cost of vendor copnsolidation program. The
transportation cost of the vendor consolidation program was camposed of two

"legs": the transportation cost fram vendor source to RFCC and secondly the
transportation cost fram the RFCC to the consignee depot. To obtain the first
leg cost shipments whose weight were less than 70 pounds were assumed to go
small parcel. Small parcel shipments were rated using the applicable UPS
rates. All other LTL shipments were rated using Class 50 cammercial rates
with a 10% discount.

To obtain the second leg cost, vendor shipments were consolidated at the RFCC
for transshipment to the consignee depot. A camputer program was created to
model the consolidating and building of shipments at the RFCC. Shipments from
the RFCC to each of the depots were assumed to move as soon as a truckload
size (35,000 pounds) was reached or at the end of 7 days, whichever occurred
earlier. The consolidated shipments were then rated using the Guaranteed
Traffic (GT) rates of the primary carrier plus 1.55 $/Cwt for consolidation.

4. Defense Logistics Agency, :
Vendor Consolidation, April 1990 DLA—90—PQOl74.

5. Defense Logistics Agency, )
Vendor Consolidation, May 1990, DLA—-90—-P00111.

6. Defense lLogistics Agency,
o e :

7. Defense logistics Agency, sporta lysi
Consolidation — Chicago, IL, March 1991 DLA-—90—P10021.

8. Defense Logistics Agency, ans e si R
Consolidation — Los Angeles, CB, Not pubhshed DLa-91— PO011S.




III. ANALYSIS

A. Vi is.

Figure 1 shows the results of the camparison between direct shipment fram the
vendor and shipment through the RFCCP. The estimated yearly savings is
$4,097,429. This is revised from an estimated $14 million as portrayed in
the ong.mal feasibility study. The vertical axis shows savings in thousands
of dollars; the horizontal axis identifies the eleven RFCCs. Appendix A
contains a list of the RFCCs and the abbreviation for each as well as other
applicable terms with their respective meanings.

Results of the vendor program analysis for depots are presented on an
individual site basis in Appendix B.

Vendor Program
Annual Savings = $4,097,429
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Figure 1




The bar chart shows the distribution of the estimated $4,097,429 savings among
.the RFCCs, All RFCCs are observed to be operating at breakeven or to be
generating a savings. The New York RFCC is estimated to generate the largest
savings ($922,365) while the Ogden RFCC essentially breaks even ($5,287). The
five cammercial RFCCs account for $2,568,537 or approximately 63 percent of
the savings total. The depots that generate the greatest vendor savings are
Defense Depot Mechanicsburg ($623,829) and Defense Depot Columbus ($519,178).

Table 1 (following page) presents the data used for Figure 1. The table shows
that the study is based on a freight volume of 102,270,825 pounds. This
weight represents 49 percent of the freight volume eligible to move through
the RFCCP for the l-year period. The 49 percent figure is derived fram the
volume of freight actually shipped through the existing cammercial RFCCs
divided by the total volume of freight identified as eligible to be shipped
through those same RFCCs.

Figure 2 preserts a camparison of volume versus savings. The left vertical
axis shows volume in thousands of pounds and the right vertical axis shows
savings in millions of dollars; the horizontal axis identifies the different
RFCCs. The bar chart shows a relationship between volume and savings — those
RFCCs with high volume also show the most savings. Therefore one observation
would be that the way to boost savings for the vendor program is to increase
vendor participation. A recent survey of vendors showed that reasons for
vendors not participating in the RFCC program include: they are not educated
in the program, they contract out transpgrbation & packaging services ard they
have experienced a slow payment process.

Vendor Program
Volume vs Savings
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8 - $1000 !
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Figure 2

9. DLA-OTC Interoffice Memorandum, 27 Nov 91. Subject: Review of Vendors
Use of RFCC.
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Figure 2 shows at least one possible anamaly. The Los Angeles RFCC registers
a savings that appears to be out of proportion to the volume of freight
through that RFCC. The result is based on an analysis of data supplied by
the site operator; same data were incamplete. 2s of this date this problem
still exists, i.e., missing inbound bill-of-lading information. This
information is necessary for calculating the cost of direct shipment. As soon
as the site operator corrects this data collection problem the analysis will
be repeated to verify the level of savings.

Figures 3 and 4 are bar charts showing the affect on the savings of the |
original feasibility study when the costs are based on different Class rates. ‘
The figures show results when costs are calculated using Class 77.5 rates with
volume at 100 percent, and when costs are camputed using Class 50 rates with
100 percent volume. Experience with the RFCCP has shown that the direct cost
to ship is more closely modeled by Class 50 rates. Figure 3 shows the

Vendor Savings
Class 77.5 vs Class 50

Savings (Miliions)
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Figure 3

yearly savings potential is substantially reduced fram $14 million to an
estimated $6.5 million. Figure 4 displays the breakdown of the aggregate
results of Figure 3 into the two classes of RFCCs: cammercial sites and depot
sites. For the savings based on Class 50 rates and full volume the five
camercial sites account for $5.1 million of the $6.5 million savings.

The reduced savings level experienced by the RFCCP is believed to be largely

due to the two factors discussed: lower than anticipated freight volumes and
lower than estimated Class rates for direct shipment.
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Vendor Savings By RFCC
Class 77.5 vs Class 50

Savings (Millions)
14

§ Commercial Sites 6 DLA Depots
RFCCs

EZcis 775 2 00o% voi I Cts 50 & 100% Vol

Figure 4

B. Pool Program Analysis.

Figure 5 presents the results of the pool program analysis. The anmial
savings estimate for this program is $1,083,846. This is revised fram an
estimated $16.9 million as portrayed in the original feasibility study. The
format for this bar chart is identical to the format of Figure 1. Eight of
the 11 sites show the RFCCP generating a modest savings in transportation
dollars; results for the New York, NY, .site, Jacksonville, FL, site and Tracy,
CA, site show a loss. Table 2 presents the detail supporting the resuilts
shown in Figure 5 indicating the analysis is based on 225,300,624 pounds of
RFCC-eligible freight. As noted, the Los Angeles RFCC results are based on a
previous DORO study.

Results of the pool program analysis are presented on an individual site basis
in Appendix C. '
Pool Program
Annual Savings = $1,083,846

$ Savings (Thousands)

$800 e
$400 : :

$300
$200/
$100]

$0
-$100
~$200
.‘3“ Lo . 4 A 1 1 L i e !
NY JF DT LA C MP RV MT TC €O OU
RFCCs
@ Savings
Figure 5
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Figure 6 displays the relationship between savings and volume for the pool
program. The format is identical to the format for Figure 2; however, the
relationship between volume and savings is not as clear. For example, same
RFCCs show the same savings level for markedly different throughput, e.q.,
"LA", "MP" and "RV."” Ancther example of a lack of a clear relationship can be
seen by camparing the RFCCs "JF" and "TC." Both show high wvolume but do
not show correspondingly high savings. Increasing the volume of freight
through such RFCCs would not be expected to result in savings. These results
indicate savings for the pool program is dependent on more than just volume.

Pool Program
Volume vs Savings

Volume (Millions) Savings (Thousands)

$600
$500
$400
$300
$200

$100

NY JF DT LA CI MP RV MT TC CO OU
RFCCs

[ID voiume (Lbs) M Savings
Figure 6

NY, JF & TC Showed No Savings

Figure 7 is presented to gain same insight into the reasons for the pool
results, summarizing the situation at the New York RFCC. The DLA Depots are
on the horizontal axis, with volume of freight on the left vertical axis and
the rate per cwt on the right vertical axis. The graph shows, for example,
DDMP shipped 2,701,208 lbs of RFCC-eligible freight at an overall average
direct GT rate of 5.36 $/cwt. This rate stands in contrast to the a
transportation rate for that RFCC of 10.16 S/cwt, represented by the line
across the bar chart. (The 10.16 $/cwt includes the cost for both first and
second transportation legs.) The bulk of the freight (72%) moved at average GT
rates well below the average rate for the RFCCP at the New York site.
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Pool Analysis
New York Site
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Figure 7

The implication of Figure 7 is that there will be same regions, e.qg.,
Jacksonville, FL, New York, NY and Tracy, CA, in which the RFCCP will have
difficulty showing a savings over the direct transportation cost of the GIP.
Based on the assumptions and modeling approach of this study, these regions
should not be included in the pool program. If the assumption is made that
the pool program would not be implemented at these 3 sites, then the estimated
system savings for the pool program increases fram $1,083,846 to §1,469,322

per year.

Sensitivity analysis was performed on the approach to modeling pool rates.
Using the GT rates of the geographic depot plus 1.35 $/Cwt to model
consolidation charges increased the overall savings for the RFCCP pool
operations fram $1,083,846 to $1,488,790. If the consolidation rate was
actually 1.00 S$/cwt savings would be boosted by $1,113,621 to $2,197,467.
Tables summarizing these sensitivity analyses are included in Appendix D.

The reduced savings level experienced by the pool program of the RFCCP is

believed to be principally due to lower than estimated direct shipment rates
of the GTP.
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There is another area of savings attributable to the pool program of the

. . 0 REC@
that was not anticipated in the feasibility studies. Because of the
consolidation of freight at the depots and pool operations at the RFCCs, fewer
and larger shipments are made to custamers than if the freight had gone
d;rect. Tab%e 3 shows for each RFCC the number of GBLs that did go direct,
the number of GBLs that would be cut under the RFCCP (both'vendor and
and the difference in number. ( or poot)

Table 3
S_OBTAINED (o) B N

N U] R_OF GB
RFCC Sites VENDOR RFCCP POOL RFCCP Direct Direct GBLs - Cost
GBLs T GBLs GBLs RFCCP GBLs Savings
Mechanicsburg, PA 487 17,191 74,021 56,343 $183,678
Richmond, VA 289 14,431 72,839 58,119 $189,468
Memphis, TN 307 19,229 98,145 78,609 §256,265
Tracy, CA 287 12,393 58,283 45,633 §148,764
Columbus, OH 447 10,313 40,183 29,423 95,919
Ogden, UT 255 6,462 37,020 30,303 £98,788
Total 2,042 80,019 380,491 298,430 $972,882

Note: Outbound GBLs from commercial RFCC sites are not included

in the savings calculation since the cost of preparing
these GBLs is included in the site operator's rates.

15




The savings r&sultingfrunthereducedmmberofGBLsissuedeasedonthe
cost of a GBL as determined by a Defense Audit Service study.” The average
cost of a GBL in 1979 was camputed to be $8.12, representing all charges
(principally labor) incurred by the Department of Defense; of that amount
$1.76 represents the portion of that cost, attributed to DLA shipping
activities, expected to be saved. This value was adjusted to the 1991 level
of $3.26 using National Defense Purchases price deflators for campensation for
services of civilian employees. Table 3 shows that the RFCCP is estimated to
reduce the number of GBLs issued by 298,430. This number takes into account
the increase in the number of GBLs issued by the depots due to vendor program
operations. Applying the inflation—adjusted cost of a GHL the camputed
annual net cost savings to DLA is $972,882. Based on the report’s analysis
of the allocation of labor charges this savings derives fram the reduction in
workload at the shipping activities. Less staff would be required to
originate the reduced number of GHLs.

If the cost to process a GBL is expanded to include those costs incurred at
other DoD activities, e.g., Army Finance Center, then the net cost savings to
DoD is $2,297,911, which includes the $972,882 savings to DIA. This savings
is based on a cost savings of $4.16 per GBL fram the 1979 report, adjusted for
inflation to the 1991 savings of $7.70 per GBL.

The GBL savings occurs only on the condition of full implementation of the
pool program. The vendor program does not contribute to this savings because
the operations of this program act to increase the number of GBLs prepared.
Taking an extreme case as an example, if the pool program was cancelled then
this entire annual savings would vanish.

IV. ATTAINABILITY OF RFCCP SAVINGS

o The transportation savings attributed to the vendor program of the
RFCCP is transportation savings experienced by vendors shipping to RFCCs.
Since the inbound vendor shipments are Free-On-Board (FOB) destination, i.e.,
the transportation cost is included in the price of the item, the reduction in
transportation charges experienced by the vendors participating in this
program is not visible to DLA. It is assumed that vendors will pass on those
savings to DLA in the form of lower contract prices. In May 1990 the RFCCPO
requested that DORO analyze contract prices to determine if there had been a

10. "Review of Costs Associated with the Use of Goverrment Bills of Lading and
Cammercial Bills of Lading (Project 8ST-178)," Defense Audit Service, Report
No. 79-108, 29 June 1979.

11. Ibid., p. 2.
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reduction in the price of RFCC-eligible materiel. Analvsis of Contract Price

&mggzmgjmwasastudyplamedbynomtoaddressﬂusmpomnt
issue. The study was terminated after the analyst concluded a definitive

answer was not possible. Problems encountered in attempting to perform the
analysis included: wide variability in the unit price data and difficulty in
accounting for all the factors that affect the contract unit price over time.
At the time of the writing of this report a new study is being planned,
employing an approach different fram the first effort, to identify the savings
to DLA fram the vendor program.

o The cost of the pool program of the RFCCP is founded on two key
assumptions identified in the methodology section: the hold time for
consolidating freight is 2 days (based on pool operations at Los Angeles) and
the pool rates for each site are approximated by the GIP rates of the
geographic depot plus 1.55 $/Cwt consolidation charge. A study recently
campleted, Bid Evaluation For The RFCC South Eastern And South Central, showed
that carriers may use hold times as short as 1 day or as long as 5 days for
consolidation and employ a rate structure very different from the rate
structure of the Guaranteed Traffic Program. The "Bid Evaluation" analysm
showed that for a given RFCC region the question of whether a transportation
savings is possible and the magnitude of the savings will depend on the
operational characteristics and rates of the carriers participating in the
solicitation to be site operator. The pool program savings of the RFCCP is a
transportation savings to DLA; any reduction in spending would appear in DIA’s
second destination transportation budget.

o The savings estimated fram the reduced number of GBLs is an
administrative savings attributed primarily to reduced personnel costs with a
lesser portion of the savings attributed to reduced postage and supplies
costs. To realize the calculated $972,882 savings to DLA the pool program of
the RFCCP would have to be fully implemented i.e. operational at all 11 sites.
Results fram analysis have shown that the pool program does not generate a
savings at three sites: New York, NY, Jacksonville, FL and Tracy, CA. If the
assumption is made that the pool program is not implemented at these three
sites and the reduced number of GBLs contributed by these RFCCs is eliminated
fram the savings calculation then the estimated administrative savings
decreases from $972,882 to $732,920. Implementation, whether full or partial,
would have to be accampanied by a gradual attrition in the number of staff
preparing and processing GBLs at the DLA shipping activities. Since the
reduction in staff would occur over time the full magnitude of savings would
not immediately appear as an annual decrease in the budget.

12. Defense logistics Agency, 2
DLA91-P00175, Not published.

13. Defense Logistics Agency, Bis
South Central, To be published, DI..A-91-P10015.
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’ o The total estimated transportation savings of the RFCCP is
estimated at $5,181,275. This is in contrast to the savings of over $31
million as costed in the original feasibility study.

o The vendor program’s savings is estimated at $4,097,429. This is
in contrast to the savings of over $14 million as forecast in the original
feasibility study.

o Reasons for the reduced vendor program savings estimate are:
direct costs are based on the lower Class 50 rates and experienced freight
volume is 49 percent, far below anticipated level.

o The pool program savings is estimated at $1,083,846. This is
in contrast to the savings of over $16 million as forecast in the original
feasibility study. If the pool program is not implemented at the 3 sites
showing a loss then the pool program savings estimate increases to $1,469,322.

o Primary reason for the reduced pool program savings estimate is
the low direct rates of the GTP.

o The reduction in the number of GBLs prepared under the RFCCP is
estimated to save an annual $972,882 to DIA ($2,297,911 to DoD). This
savings, not included in the earlier feasibility studies, would be primarily
realized through a reduction in personnel. A lesser portion of this savings
would be due to reduced postage and supplies costs. This savings is based on
full implementation of the pool program and it is associated only with the
pool program of the RFCCP. Implementation of the vendor program does not
contribute to this savings figure.

o The likelihood of achieving the cited savings is open to question
"the savings to DLA generated by the vendor program has not been verified
because of the difficulty in identifying contract price changes specifically
due to the vendor program”. However, a new study is being planned, employing
an approach different fram the previous effort, to identify the savings
generated by this program. The amount of savings generated by the pool
program depends entirely upon the campetitiveness of the site operators’
transportation rates with those of the GTP. The savings due to originating
fewer GBLs under the pool program is an administrative savings largely
realized through attrition of the number of staff preparing and processing
GBLs and to a lesser extent through reduced postage and supplies costs.

18




B. Recammendations.
o Perform an analysis of vendor operations at the Los Angeles RFCC
to confirm vendor program savings level as soon as the data collection problem
at the site is corrected.

o Initiate a study to ascertain attainability of savings.
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CI

A-2

Meaning
Chicago, IL
Columbus, OH
Hundredweight

Destination Cross
Reference Code

Defense Depot
Columbus, OH

Defense
Mechanicsburg, PA

Defense Depot
Memphis, TN

Defense Depot
Ogden, UT

Defense Depot
Richmond, VA

Defense Depot
Tracy, CA

Dallas, TX

Govgnment Bill of
Lading

Guaranteed Traffic

Guaranteed Traffic
Program

Issue Priority

Group
Jacksonville, FL

Los Angeles, CA
Less—than—-Truckload




reviatio

gﬁéé §8EE%E
=)

A-3

Meaning
Mechanicsburg, PA
New York, NY
Ogden, UT
Regional Freight
Consolidation
Center
Richmond, VA
Tracy, CA
Truckload

Trailer-on—flatcar
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